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May 9, 1994

BY MESSENGER

Mr. William F. Caton, Acting Secretary
Federal Communications Commission
1919 M Street, N.W., Room 222
Washington, D.C. 20554

/

RE: Gen. Docket No. 90-314, PP Docket 93-253
Dear Mr. Caton:

Columbia PCS, Inc. (“Columbia”), pursuant to Section 1.1206 (a) (2) of the
Commission’s Rules, 47 C.F.R. S 1.1206 (a) (2) (1992), hereby notifies the Commission
that representatives of Columbia met with Messrs. Donald H. Gips and Greg Rosston of
the Office of Plans and Policy and Peter A. Tenhula, Esq. of the Office of General
Counsel on May 4, 1994. The matters discussed are contained in Columbia’s written
submission filed on April 22, 1994 in Gen Docket 90-314. In addition, the attached letter
was provided to Messrs. Gips, Rosston and Tenhula.

Please direct any inquiries concerning this matter to the undersigned.

Sincerely,

hn A. Malloy
General Counsel

cc: Mr. Dénald H. Gips
Mr. Greg Rosston
Peter A. Tenhula, Esq.

201 N. Union Street, Suite 410
Alexandria, Virginia 22314-2642
Telephone (703) 518-5073
Facsimile (703) 518-5074



RECEIVED

INAY - 9 1994

FEDERAL COMMUNICATIONS COMMISSION
OFFICE OF SECRETARY

May 9, 1994

Donald H. Gips

Federal Communications Commission
1919 M Street, N.W.

Washington, D.C. 20544

Dear Don:

Thank you for meeting with Columbia PCS, Inc. last Monday. As follow up to
our conversation, I’d like to clarify some of the points we discussed. '

A. Proceed with Broadband Auction for SWMR Set Aside Using 8(a) Contractor.

The 8(a) auction contractor selected for narrowband PCS provides a ready made solution
to begin broadband PCS auctions as well. Additionally, starting the broadband auction
with the SWMR band has numerous political, policy and practical advantages. The FCC
will be better able to satisfy Congress’ time requirements as established in the Omnibus
Budget Act of 1993. Small businesses, women and minority owned businesses and rural
telcos are the licensees with greatest market requirements to begin offering PCS services
immediately. This definitive step should solidify the financial markets support for
investment in these designated entities and allow fund raising to begin in earnest. The
SWMR band auction will also allow the FCC to further refine the process for the larger
auctions to follow.

B. Allow Flexible Financial Mechanisms and Reasonable Investor Protections but
Maintain Control.

Clear guidelines are desperately needed so that designated entities can begin the crucial
work of raising capital. All parties agree that broadband PCS is extraordinarily capital
intensive. -Capital requirements for broadband PCS are greatest for designated entities
and represent the single most formidable barrier to entry. Unlike their potential
competitors, designated entities, as new entrants to telecommunications, are almost
wholly dependent on capital markets for investment. As point of contrast, I've attached a
recent article that recounts MCI’s ability to raise $20 Billion internally and estimates the
seven Bell operating companies will have net cash flows of approximately $37 Billion in
1994. (Financial World, May 5, 1994, pg. 9).

201 N. Union Street, Suite 410
Alexandria, Virginia 22314-2642
Telephone (703) 518-5073
Facsimite (703) 518-5074
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Of equal importance to designated entities is the FCC’s charter to prevent unjust
enrichment and related abuse. Designated entities, as bona fide operators in need of
significant capital investment, can least afford a taint of potential impropriety. Columbia
PCS strongly believes that the FCC can prevent unjust enrichment without jeopardizing
the abilities of bona fide operators to raise capital. The recapture provisions of the
general rules coupled with specific license requirements for broadband PCS can provide
a sufficient deterrent to sham applicants.

The threshold issue for both the FCC and designated entities is the preservation of control
by the qualified licensee. In balancing this need for control with the capital requirements
of designated entities, it is crucial that the full array of financing mechanisms remain
available. For example, limited partnerships are recognized mechanisms used to raise
capital but still retain control with the general partner. Control and equity ownership of
50.1% by the designated entity in the general partner addresses the policy need to
maintain actual control in the licensee but still provides financial flexibility necessary to
raise capital. Conversely, a requirement of 50.1% total equity ownership in this capital
intensive business is so limiting that it will actually preclude any equity participation by
small businesses, women owned and minority owned businesses.

In addition to flexible financial mechanisms, designated entities will need to provide the
capital markets with reasonable protections for their sizable investments. In delineating
what constitutes control, the FCC must allow for investor protections that don’t impact
operative control of the licensee. Reasonable limitations on a General Partner that fix the
investors' obligations, prevent dilution, and avert material departures from the applicant's
business plan are distinguishable from operative control. For example, a requirement to
obtain approval from limited partners for bids beyond a certain pricing plan is an entirely
reasonable protection that does not give operative control to the limited partners.
Another reasonable protection would be a requirement of limited partner approval to
enter into any business other that the acquisition, ownership and operation of PCS
systems.

C. Allocate 30 MHz in the Lower Band.

The size and location of the allocation are most crucial to designated entities as the
licensees with the greatest market requirements to get to market quickly. Equipment
already exists for the lower band. Designated entities will have neither the capital
resources nor initial consumer demand necessary to drive development of equipment for
the upper band. The size of the allocation is important since most technical assessments
have indicated that 30MHz is sufficient initially to route around the microwave
incumbents. This initial ability to co-exist with in-band incumbents is crucial due to the
limited resources of the designated entities.
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An allocation of 30 Mhz also affords greater capital efficiencies than 20 MHz. Over a
ten year period, 30 MHz will result in more than 12% savings in capital expenditures and

- nearly 2% savings in operational expenses. As the attached analysis for just the Boston

BTA demonstrates, an allocation of 30MHz instead of 20MHz means potential savings of
$20.6 Million and $15.5 Million, respectively, over a ten year period.

In summary, Columbia PCS thanks you for your attention to these matters. We
appreciate the significance and magnitude of the tasks before the FCC and look forward
fulfilling the promise of broadband PCS.

Sincerely,

ohn A. Malloy
General Counsel

cc: Mr. Donald H. Gips
Mr. Greg Rosston
Mr. Peter A. Tenhula, Esq.

Enclosures
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OAPITAL MARKAETS

The $20 Biltion Shwrtout

MCT's financing strategy shows why investors may not

enjoy the spoils along the information highway.

by Anthony Baide

“THERE'S A TREMENDOUS APPETYIE IN THE
capital markets to invest in what most
people think will be the industry of the
21nt centyry,” mDmM.m,MCl

mation highway. “Up until now, the
U.S. and Japsnese markets have
done the bulk of the faenciag in
thie area. But ag time goes on snd
other nations weke up to the
telecommunications exploslon, [
think you'll have & large influx of
capital from other sources.”

Maybe. But don't expect MC)
and the other major players to come
looling for all thst money any
time s00n.

MCT, the $12 biliondneales com-
pany that controls 20% of the $85 bk
lon long distance phone market in
the US, receetly snnounced o eix- |
year, §20 billion plen to get on the |
data rosd. But the company, which
recently completed ¢ mammeoth
$950 million deln olfering 1o replace
short-term borrowings with longer-
term ones, won't be gelag to the
caphtal mnrkeu to fisamce it in
the near furture. MCt plans to pay for
the project out of cash flow and with

won't have to floet lots of new debt
or equity, sither.

The seven Bell opermting com-
panies, for lnstance, spent nearty
815 billion on capital expenditures

MO! OO Dongine Maine
“We're in the catbird seat.”

last year, but had pretax cash flow of
close to $35 bilion with which to fund
them. And Kidder, Peabody estimates
that while capita! expenditures for the
Bells will riee to $15.3 billion this year,
camings before interest, tanos and de-

'%

'KOTOO*APH BY KATRERINE LAMBERT

preciaton—in gther
il jump to §37
enough to lay the
communications hig!

The upshot of all
and other investors

be
forced to buy the debf and equity they y.

ready trades.
A closer look at

glous cash flow the Hells have, Ity pos[g:
tion ls nothing to It. MCl gener.
ca emhlospe d
theslbllionlog“ needs anne

7z
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: ‘.nyfor petwork mainienance aad up-
 grodes and il throw off some excess.

One huge advantage MC1 hes e that

jra dividend payout retlo be s paltry 4 9%,

to AT&T s 42%, Sprint's 50%

s the 60K to 80K the reglonel Bels av-
erage. "We take most of our intermally
genersied cash flow and put it beck into
the business ttecl,” says Maine, who ey
that MCl's cash fiow wit! double

Telecommunioations
will pet mncther §$3.5 billod this summer.
In return, BT will end yp with & 20%
stake $n the compeny.
Other doale are pending.

9 MAY 10, 1904

market, where MCl and other Jong die-

nually, to the regional Bells to have thelr
calls travel from thelr long distance lines
directly into 8 home or business.

Bert Roberts, CEO of MCL, estimates
that if loca! access rates drop just 10%,

gotten Jots of headiines, other expenaive
are {n the works. MC{ will elnk

Nextel, MCl is trying o get another way
dmwmwww

recestly, however, AT&T Sled s petition
with [Hinols regulators to test-market
some local services. Dolng so would

m.
ket to its current fifth of the market In
Jess than a decade if it 't & stout
competitor. And Its balence sheet only
makes it more formidable.

boost retumn on equity.
“Long term, MCI would lke to oper-
8t with a debt ratio of 45% {o 55% of cap-

debt of-

consolation to those who

for some fresh paper to innow. »

o




IMPACT ON COSTS DUE TO

AMOUNT OF FREQUENCY ALLOCATED

Scenario with 6% Year 10 Penetration.

Dollar Percentage
Frequency Allocated 30 MHz 20 MHz Difference Difference
Cumulative Capital Expenditures ‘
over Ten Years $165.0 $185.6 $20.6 Millions 12.5%
Cumulative Capital Expenditures
Per Pop Over Ten Years $39.31 $44.21 $4.90 Actual 12.5%
Cumulative Expenses Over
Ten Years $821.4 $836.9 $156.5 Millions 1.9%
Assumptions
Basic Trading Area Boston Boston]
Subscriber Monthly Air-Time 680 680
Percentage of Traffic in Peak Busy Hour 20% 20%
Year Ten Penetration Rate 6.0% 6.0%
Number of Base Station's in Year Ten 353
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